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KEY ECONOMIC INDICATORS 


Values in millions of current Canadian Exchange rate: Floating rate since 
dollars unless otherwise stated 5/31/70. eee rate 1975: 
C $1 = US $1.0 e 
A : c 
INCOME, PRODUCTION, EMPLOYMENT 1973 1974 


GNP 118, 8% 108; 850 
GNP at Constant(1971) Prices a 12 10 
Per Capita GNP (C$) 6,315 6,829 
Personal Income iar 111,469 127,886 
Business Fixed Investment 22,107 25, ° 726 29,369 
Industrial Production Index 
(1971 = 100) 115.8 118.9 113.4 
Industrial Indices: 
Motor Vehicles 112.6 125.1 2233 
Pulp and Paper Mills 114.8 92.7 
Crude Petroleum and Natural Gas 120.9 107.3 
Iron and Steel Mills 123.0 a34 4 
Average Weekly Industrial Wage (C$) 177.8 212.1 
Employment (000 persons) 9,137 9,308 
Average Unemployment Rate 5.4 Ti 


MONEY AND PRICES 


Privately held money supply* 56,521 66, ele 
Chartered Bank General Loans* 
Gross Public Debt (March) 6a" 6a6 
Net Public Debt (March) 8 19,274 
Bank of Canada Bank Rate* i é 9.00 
Chartered Bank Prime Rate* 9.75 
Indices: 

Consumer Prices, all items 

(1971 = 100) 138.5 

Consumer Prices, food 161.9 

ag peg a Prices, all items* 

Industry Selling Prices, 

Manufacturing (1971 = 100) 116.2 153.7 


BALANCE OF PAYMENTS AND TRADE 
International Reserves (US million $)* 5,768.2 9825-3 
Balance of Payments* -467 +2 
Balance of Trade 2,196.0 535.1 
25,419.6  32,174.5 
17,129.0 21,325.41 
23,323.6 31,639.4 
From U.S. 16, 502.0 21,305.9 


if Increases of C over B 
* End of Period 
Sources: Bank of Canada Review and Statistics Canada 





SUMMARY 


Beginning in the third quarter of 1975, Canada's economy 
moved from recession to real growth; however, the 
recovery was relatively weak with sluggishness in the 
manufacturing sector and a large trade deficit exerting 
considerable drag on the economy. Concerned about 
inflationary trends and wage settlements running 
considerably higher than in the U.S., the Government 
imposed an incomes and profits control system in October, 
and a complex system of guidelines and regulations was 
placed on large segments of the business and labor 
communities. The provincial and federal governments 
announced more restrictive fiscal policies, and the Bank 
of Canada pursued a tighter monetary policy. Upward 
pressure on the Canadian dollar, resulting from record 
bond placements abroad and a large spread between U.S. 
and Canadian interest rates, have kept the Canadian 
dollar above par with the U.S. dollar since the beginning 
of 1976. For the next six months, employment is expected 
to remain high, inflation will abate somewhat, and real 
growth will be below par. 
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CURRENT ECONOMIC SITUATION AND TRENDS 


Ending the recession . . . 

In mid-1975, Canada's economy began to improve, and by the 
third quarter was registering real growth. The recovery from 
stagnation in 1974 and mild recession in early 1975 was 
relatively weak, and sluggishness in the manufacturing sector 
and a continued deficit in international trade were drags on 
the economy. GNP real growth in the fourth quarter was less 
than that experienced in the third, and for the year real 
growth was a modest 0.2%. 


- - - putting on controls 

Prime Minister Trudeau announced in October that the govern- 
ment was embarking on a "massive intervention" in the economy. 
by imposing wage and price controls. Reasons cited were the 
double-digit inflation rate and high wage settlements, which, 
according to GOC officials, would make Canadian goods non- 
competitive in international markets. An Anti-Inflation Board 
and an appeals procedure were set up, and a complex system of 
regulations and guidelines came into being. The business 
community reacted by giving qualified support to the govern- 
ment's measures; organized labor was adamantly opposed, and 
most of the provinces agreed to place the majority of their 
workers and institutions under the guidelines. 


and tightening the belt 

Both the federal and provincial governments planned stricter 
fiscal policies for 1976, and the Bank of Canada announced 
restrictive monetary policy to help combat inflation. Over 
C$1 billion was cut from the FY 75/76 expected expenditures 
and several programs were discontinued. For FY 76/77 federal 


expenditure estimates were held to a 16% increase; Civil 
Service employment was to rise only marginally and other 
spending plans were reduced. Some provinces cut programs, set 
guidelines for municipal spending increases and established 
rent controls. The Bank held to a high interest rate policy, 
and oe 1976 increased the Bank rate to a record level 

of 9.5%. 


The Canadian dollar soared... 

From an August low of about C$.97 to US$1, the Canadian dollar 
moved close to par in late 1975, and, in the early months of 
1976, was trading at a premium. Record placement of Canadian 
bond issues abroad and the large spread in interest rates in 
the U.S. and Canada caused considerable upward pressure on the 
Canadian dollar. 


e e » labor was restless 


A protracted postal strike in the Fall of 1975 was the most 
obvious sign of labor unrest and affected a majority of 





Canadians directly, but throughout the year there were major 
strikes in various industries and among provincial Civil 
Servants. Man-days lost by work stoppages reached new a 
and through November had already surpassed the record 197 
level. In March 1976, organized labor staged a massive demon- 
stration in Ottawa to protest the government's economic 
controls program, and the Canadian Labor Congress withdrew 
from the Federal Labor Relations Council and the Economic 
Council. 


and provincial disparities continued. 

The Prairie Provinces had relatively low unemployment in 1975, 
and Alberta, in particular, enjoyed a high degree of prosperity 
spurred by increased income from the oil and gas industry. The 
Maritime Provinces suffered less from the economic recession 
than some other regions, with Nova Scotia and New Brunswick 
registering real economic growth of 5 and 3.5%, respectively. 
Many provinces were affected by a long strike in the pulp and 
paper industry, and in Newfoundland the fisheries and con- 
struction industries were also hit by costly strikes in 1975. 

In Ontario and Quebec, a moderate upswing in economic activity 
occurred but, mirroring the overall Canadian economy, recovery 
was spotty and inflation was a major problem. British Columbia's 
economy was adversely affected by strikes in the insurance, pulp 
and paper and grocery industries and at Vancouver port, and 
many employees were legislated back to work. 


Economic indicators were mixed... 


The early months of 1976 showed a definite slowdown in the rate 
of increase in the CPI, as food prices dropped considerably. 
Housing starts were up, but surveys of consumer confidence 
showed reduced spending intentions for the year. The unemploy- 
ment rate was holding steady at about 7% and industrial pro- 
duction was still sluggish, particularly in the manufacturing 
sector, but mining activity was increasing. 


while waiting for the May budget... 

Finance Minister Macdonald promised a new budget for May and 
provincial and municipal budgets were being developed. The 
federal budget will probably be somewhat restrictive, in line 
with the GOC efforts to control inflation. However, the 
possibility of large increases in municipal property taxes, 
provincial sales tax hikes, and curbs on provincial spending 
may cause the federal government to opt for a lesser degree of 
fiscal restraint than might otherwise be expected from a strong 
anti-inflation program in order not risk impeding the economic 
recovery by imposing much tighter fiscal controls on an economy 
already subject to an incomes-and-profit control program and 
provincial belt-tightening measures. 





« e « the forecasters differed ... 


Economic predictions for 1976 from financial institutions, 
investment houses, consulting firms and industry spokesmen 
are mixed. In general, however, the expectations are for 
below par real growth (3.5 to 5.5%), relatively high inflation 
ee to 10%), and little change in unemployment levels (6.8 to 
%). Upward pressure on the Canadian dollar will probably 
weaken as foreign bond placements taper off, and the Canadian 
dollar should slip below par vis-a-vis the U.S. dollar. 


and investors were wary 

Phase II of the Foreign Investment Review Act, pertaining to 
screening of all new foreign investment, became operational in 
October. No decisions under this section of the Act were 
announced until March and few proposals have been submitted to 
the Foreign Investment Review Agency. Flexible regulations for 
the expansion of existing businesses into related activities 
were published and the Agency issued new guidelines for screening 
new oil and gas rights. Decisions by the Agency on takeover 
proposals appeared to be nondiscriminatory as to the nationality 
of the investor, and about three out of four proposals were 
allowed. 


Legislation has been introduced to amend the Citizenship Act 
allowing provincial governments to discriminate against foreign 
ownership of land in Canada. If the legislation is enacted, 


provincial action restricting ownership of recreational and farm 
land could occur. 


IMPLICATIONS FOR THE UNITED STATES 


Trade 

On a customs basis, total Canadian exports for the full year 1975 
increased in value by only 1.8% over 1974 to C$32.8 billion. 
Taking into consideration an estimated 10.5% rise in export 
prices in 1975, in real terms exports sustained a decline of 
nearly 9% during the period. Exports to the U.S. of C$21.5 
billion were less than 1% above the 1974 level but maintained 
the U.S. share of total Canadian exports at approximately 75%. 
Natural gas deliveries to the U.S. increased by nearly C$600 
million over 1974 due to substantial export price increases and 
automotive commodities also rose by some C$600 million. Largely 
offsetting these export increases were sizable declines in crude 
oil shipments (down C$355 million), lumber (down C$150 million), 
and copper (down C$120 million). On the import side, Canada's 
global purchases rose 9.5% to C$34.7 billion. Average imports 
prices, however, rose by some 16%, resulting in a decline of 
real imports of over 6%. Imports from the United States 
increased steadily during 1975, recording a gain of 10.4% and 
reaching a total of C$23.5 billion for the year. The U.S. share 
of Canadian imports amounted to nearly 68% of the total. The 
increase in imports from the U.S. was sparked by coal (up C$270 
million), new cars (up C$500 million), and motor vehicle parts 





and engines (up C$380 million). Canada's global merchandise 
trade deficit in 1975 was C$1.9 billion; the deficit with the 
U.S. was C$2 billion. 


Two-way automotive trade in 1975, according to Statistics 
Canada, amounted to C$12.7 billion, an increase of nearly 7% 
over 1974's total of C$12 billion. The U.S. surplus in this 
trading sector of C$1.9 billion (C$1.2 billion in 1974) resulted 
primarily from shipments of parts where the recorded U.S. surplus 
was nearly C$2.5 billion. The share of U.S.-assembled auto- 
mobiles in total Canadian imports rose from 74.5% in 1974 to 

81% in 1975, attributed in Canada to an apparent shift in 
consumer preference to larger automobiles. It is anticipated 
that in 1976 the U.S. will again benefit from a large trade 
surplus in automotive products, although at a level moderately 
below that achieved in 1975. 


In accordance with Canada's program for phasing-out crude oil 
exports, authorized shipments to the U.S. declined on January 1, 
1975 to 510,000 b/d and are scheduled for further cutbacks with 
the anticipated start-up of the Sarnia-Montreal extension of 
the Interprovincial oil pipeline in May. By year's end, this 
pipeline may be delivering to Montreal refineries up to 250,000 
b/d of crude oil and, at that time, exports to the U.S. will 
drop to 385,000 b/d. An export charge continues to be applied 
to crude oil and other petroleum product exports in an amount 
equivalent to the difference between the controlled domestic 
crude price and the cost of off-shore oil. It is expected that 
the controlled price of domestic oil of C$8.00 per barrel at 
well-head will increase to an amount approaching C$10.00 per 
barrel on July 1 or soon thereafter. The export charge will be 
correspondingly adjusted downwards, although in actual terms 

the price of Canadian oil to U.S. importers will remain the 

same and at a level equal to or even slightly exceeding the 

cost of other off-shore alternative sources of supply for the 
U.S. As regards natural gas, renewed exploration and develop- 
ment activities in Western Canada give rise to the hope that 
exports can be maintained during 1976 near the long-term 
contract delivery obligation level of approximately one trillion 
cubic feet, although shortfalls of 200 to 300 million cubic feet 
daily due to permanent gas field difficulties in British Columbia 
can be expected to continue. Natural gas prices, however, will 
probably be increased during the latter part of 1976 from the 
present level of C$1.60 per mcf. British Columbia, for example, 
has recommended to the Federal Government that the price be 
raised to C$2.00 per mcf. 


Labeling Requirements 

The labeling regulations of the Consumer and Packaging Act and 
various amendments to the Food and Drug Act concerning 
ingredient listing and date marking became fully effective for 
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all Canada on foods labeled after March 1, 1976. However, 
the government intends to amend the regulations of the Food 
and Drug Act to exempt bulk containers and shipping cartons 
from bilingual labeling for four years. 


Quebec provincial labeling regulations, under the Official- 
Languages Act, will become effective on ak 1, 1976 with 
respect to food products and on July 1, 1976 with respect to 
non-food products. These regulations exempt wholesale ship- 
ments of fresh fruits and vegetables. 


Opportunities 

Our Consulate in Toronto reports the Ontario Provincial 
Government is promoting joint ventures and manufacturing 
licensing arrangements that will utilize excess manufacturer 
capacity and increase employment. Also, there is a continued 
interest in the province for new lines of food processing/ 
packaging equipment and process control instrumentation. 
Quebec informs us that areas offering comparative advantage to 
U.S. exporters are textile yarns, fabrics and clothing. There 
is also interest in a wide range of construction equipment, 
builders hardware, housewares, home decoration products and 
do-it-yourself items. Alberta continues to provide a good 
market for U.S. goods of all kinds and, in general, is 
receptive to new U.S. investment. Hotel and motel space in 
Newfoundland is a limiting factor in the expected increase in 
tourism and U.S. investors may wish to research the 
possibilities of this sector. The fall of the NDP government 
in British Columbia in late 1975 has led some observers to 
conclude that a better foreign investment climate in that 
province now exists. 


Sectors of the Canadian economy such as forestry products and 
mining, which are highly dependent on exports to the U.S., 
will benefit from the expected upturn in U.S. economy and 
should provide opportunities for U.S. replacement machinery 
exporters. 
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